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RETAIL SYSTEMS LANDSCAPE 



Malority of retail business decisions 
that drive profitability are supported 
by Retail Management modules 




PAGE 20/34 • RCVD AT 7/27/2005 7:53:34 PM [Eastern Daylight Time] * SVR:USPTO-EFXRF-6/29 • DNIS:2738300 ' 0810:650 712 0263 * DURATION <mm-ss):12-20 



1 



Jul. 71, 2005 4:12PM Haynes Beffel Wolfeld LLP 



No. 1390 



P. 21/34 



KEY ELEMENTS OF RETAIL MANAGEMENT 



DCs 



CuatDmer* 




* Basic ofdiring: 

Oiidedf>9 and reonJering 
of basic tlems to 
maxkntzs profitability 

* Opportunl«tlc buying: 

OdtornriMng and 
managing fofwanJ 
buying, spec buying, 
attemativo souk» 
venttors. and (flveision 



» Basic replenishment: 

Replenishment of basic 
itams to fnaxlmlza 
pPomat]IBy 

* resNon allocation: 

Allocation of lasMon. 
seasonal, and shofl-ife 
products to maximlza 
pfofltablby by mintmtzhg 
martcdowns 



• Pnmiational management: Sailing, managing, 
and evaluating prica and nort-prlce promotions 

• Pricing: Determining optimal price for each item 
or llemAocation to maximize piofliabBtty 

• MarlnSown: Setting the optimal timing and depth 
orf markdowns to maxfmlze piDfitabtGty wtiile 
daaring fttventofy by 'out date' 

•Presentation: Setting on-hand quanStlaa 
requtod lor visual presentabons 

• Ptanograms: Setting space alocaUon by item 
and Item gmups for aai^ location 



* Top-down planning: farming oif sates, gross 
margin, and other finandat targets typlcaDy at ^ass 
level or above 

■ Bottom-up planning: Itam^level assortment, 
saaas. and ftiventory planning 

* OperHo-fiuy: Management of firiure riventory 
Isvefs to preset budgets 



:j|biuttffilr« 



RETAILERS NOT INTEGRATED TODAY - 
EXAMPLES OF PREVALENT INSTALLED BASE 



Basic 
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BLUEFIRE SYSTEM VS. OTHERS' APPROACH 

Operation Integration 



Specmcatlon of 
setup inpuis 



Bluefire 
Systems 




User 



System runs 

automatic 

optimization 



System does 
Integration 



Others' 
approach 




User 



User tells system User does integration 



what to do, e.g. * Across different 
• Making subjective decisions 

decisions • Taking information/ 

» Selecting tTotween decisions from one 
'optimizer^ answers module to another 
(e.g.. optimizer to 
execution) 



> Optimal business 
science answer 

' Big profit payoff 
»$$ 

Lower tabor costs 



• User-generated 
answer with 
system laciUtatlon 

* Much smaller and 
more variable 
profit payoff $ 

< Significantly more 
user actlvlty/Iabor 
cost 



SIMILAR BUSINESSES, DRAMATICALLY 
DIFFERENT RESOURCE REQUIREMENTS 



Retailer 



Nor^Bluefiro user Bluefire user 



Speciatty 



Revenue 



"$250 m Ell ion 



Number of stores 



Number of styles 
(in any one store) 

Number of DCs 



116 
1,500 



Planning and allocation PTEs 

• Directors/other mgmt. 

• Planners 

• Allocators 

Retail Management 
Systems/Tools 



34 

4 
14 
16 

MMS 
Makoro 
Custom code 
Essbase database 
Excel 




Bluefire Systems 
Excel 



Two similar-sized 
specialty retailer 
subsidiaries of 
large retailers; 
the one running 
Bluefire has 60% 
loss people and 

manages the 
goods at a more 

detailed level 
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SIMILAR BUSINESSES, DRAMATICALLY 
DIFFERENT WORK REQUIREMENTS 



8ASC PRODUCT WORK CGWPAfVatM 




BLUEFIRE SYSTEM LOGICAL LAYOUT 

Usor Inputs* Sytem modul— 



Main outputs 




Sfitup 



(Minor) 



Dactsions 



Top-dovjn Planner 



Bottom-ip plans 



Optimal maritdowns 



Top-<Jown plans and 

bonom-up/OTB 

budgets 



TT«M M «w typlo' u»' titpute twt i>owU be joptaood by 
|ppvl9 of B^QS, on hai " " " 
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AUTOMATIC INCORPORATION OF CHANGES - 
PRESENTATION EXAMPLE 



BUJEHRE SYSTEM LOQCAL LAYOUT 



Action: change In-dtore presentation 
quantity lor a future event 



Automatic results 

0 FtfagRQdl>tMi)nCftt»Ctmnapa 



0 ChtnoMtf oigoutwlaplirnalirtMkdoiint 



Chai^K in OTB in Mppropflslv tkfw periods 



Ch«igM bottoiTHipftoi QMROI and other 



tor ttM ioipMl ol ctwngM In 
Q^OCirwanlDiv 



INTEGRATED RETAIL MANAGEMENT DECISIONS - 
BLUEFIRE EXAMPLE OF A PROMOTION CHANGE 



Basic 



Fashion 



# h 



Chaln of 

integrated 

decisions 



J DocMon to 
: latttiiaa 

; pTofnoikin 



..jndbnpaot • ..joni 



,, ^nrgfls ..jBnd choDQM^ ..jnd chflngss: •..and 



cBect mark- 



dOTB 



i Instkute tha . rvqidienmnts '- and 1»nowef* : 
: promofloa maybnpaot |fcnp8ettDay 
iduKabDKy... itoadtoordflr 
: Changs... 



.and ttvin 
afvaflebHIty 

isfiomf' !and1enoM(* |inayinidtattie[meyteadtD 
xlnu^ jifinpactmay jprornoior 
loropien. I JaadtoaHec. jnoiaarl 

I 



changa 
I pofformanoo 

TMratuUng 
knpectioihe 

■ Plan may 

■ lead toe 
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BLUEFIRE SYSTEMS DECISION INTEGRATION 

'//// 



iililiiUiL 
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Ofdartne 



OTB 
Bottcxn-if) Plan 
Top-down Plan 



ProTKtfon* typical)y change 3a»i» ar«J etock and. in many casa*, 
pmBntatlon 

Prcs«n<a<ons typicaly (*orQ» stocking «n<J ()^c«ny bbIot (rnany 
mies acbng as proMntatfon pramoSon) 

Orden impact tna avalafaiBiyol goods fcr nplcnfahmBTit. 
Bltxsilons. pre»<ritalt«w. andprorrvabons, Bf^ chongB OTB And 
BoOom-t^ Ptan rcSiAS 

HowrefMntshrnanla are bolnQdort Impad ordars. prornolwna 
(oLf h., no point ninntno a pnimatlon IT you do not stock Itar 10, end 
prosentaHoM, and the rasutts En OTB and BoBooh^i Ptaits 
How iritocattoRS era beln^ done knpad ordAfs, pntncftlons. 
pnMontslions. and mertidouins.andlhe rasU?8 InCYTB jnd Bottonv* 
upPhna 

M artd o wm a knpad pramctkms, proMntaUcns, vtdallocaiiont, and 
change Ota madia h OTB and Qottonv-up plsnnhg 

OTS dodsions knpict Itta auambflOy d goods far an Ihe cOw 



Deolskina you niBk» to hi plan lyploally altif how you 
presanc ordar, inarkdown, and wnai you dowtm OTQ 

Tlw Top^fovn Pton b generaly dona tiefora otfiar aahkba a 
laadt budgata to OTB and Boltom-up planning 




OTB for basic items automatically generates: 

O Budgets nowcd down from specified values via sales or optimal slocking Inventory 
Q Calculates actual OTB 

Calculates a staiistfcat OTB vjhore notional orders (m minimum order quantities if appllcat>Je) 
tiauo been placed to maintatn twsic optima) stocking and fashion re-buys 
Calculates any revenue lost to planned markdowns, promotional discounts, and olhor 
discounts <e,g.. employee sales or write-offs) and gains from SRP increases 
O Calculates forecasted sales net of discounts and any stockouts 
O Calculates any sales forecasted to bo lost to stockouts 
O Calculates any overstocks, including minimum order quanlily Induced levels 
Q Calculates any overstocks above minimum order quantities and wtiere an actual PC cuists 
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NUMBER OF BOTTOM-UP PLANNING FORECAST 
REPORTS AUTOMATICALLY GENERATED 




Botlom-up Planning generates future forecasts of: 



* Performance at different levels of product hierarchy 

• Item and store level selling (daily, weekly, and monthly units and dollars) 

* Supplier or production orders (daily, weekly, or monthly) 

• Item-level DC and store inventories (daily, weekly, or monthly) 



BLUEFIRE SYSTEMS KEY BENEHTS SUMMARY 


Module 


Results in... 


Presentation and 
Event Manager 


• incorporation at visuat presentations in all decisions and kSentiftcation o( noo- 
Qconorxnc visuaf quantities; incorporation of promotlons^causal events in ait 
<Sacfsions and identification of successfui and unsuccessiuf events 


Buying and 
Inventory Opilmlzer 


• f^igtit order quantities from suppJiers at rigtit tlmG to maxirtnze proTrts/retum: rlgttt 
stocfflng of stores and minimizaiion of inventory throughout suppty chain 


Markdown Optimteer 


• Suggests op^mai timing and tavet of markdowns to majtimize revenue and 
proffts; more effective decisions and tn-store execution from seeing mst-of- 
season mafkdown timings each time 


Open-t^uy 


• Mass/Ve eiimination of wotMoad and more effective determination of where 
reductions h inventory would have minimal impact on sales and profits 


Bottom-Up Planner 


• Mass/ve etiminaUon of viorktoad and tjetter determin^jon of which products to 
tjuy, where to inciude them in the store assortment, and how they perform 


Top-Down Planner 


• Less costly development of long term financial plans 
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RIGHT LOGICAL DESIGN OVERVIEW 



Logical el^ent 



Desert ptton 




Fashion/basic split 



Item/tocation/day 
optimization 



Optimize invjentory differently for fashion, basic, 
and seasonal basic products 



Sales forecasts and inventory optimization dona at 
the item/location/day level 



Mulli-echelon 
optimization 



Every echelon of the supply chain Integrated into the 
optimization In a manner that minimizes the exposure 
to high sales variability situations 



Correct presentation/ Correct Integration of presenlationaJ and promotional 
event integration events throughout all the calculations of the system 



Right catculatton 
engines 



Proper separation of fashion, and basic, and then 
Integration o1 all setup and calculations to yield the 
best answers 



BASIC, SEASONAL, AND FASHION LOGIC 



Basic 



Seasonal 



Fashion 



Overall 
approach 



• Model stock pull 



ForecaMing 



• Historical Item projection via 
auu>selected causal or 
rioncausal math 

• Daily forecast 

• ItenVlocallon-specHic 
coveraga cycles 



Optimal quantity * Economic cost/benafit 
method optimization 



History 



» This Hem or cioned item 
* Stockout corrected 



Presentation 
incorporation 

Event factor 
Incorporation 



* Sen tn through to protscted 

* Special display optton 



* Automatte 




• Model stock-driven pu8hi3ull- 
push 



• Historical prtrfPe and historical 
share projection with Inseason 
auto correction 

■ Daily forecast 

* ttem/kxatton-specifk; coverage 
cycles 



* Preseason h planning or basic 

• Inseason profile arKi actual 
performance-driven 



• Item or group of itenrks 

* Stockout/markdown ccxrected 



• Different Itavors of scaling down 

• Inftiai protect option 



• Auton^tic 
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WHY BLUEFIRE USES DAILY TIME PERIOD 
FOR FORECASTING 




Advantages of daily 

• Better filling of stockout problems 

♦ More accurate historical calculation 
of presentation, promotionaJ, and 
maf1<down safes Pifts 

* More accurate future application of 
presentation, promotional^ and 
markdown lifts 

• Use exact cycles so a 9-day 
coverage c^e does not turn into 
1 week (7 days) or 2 weeks 

(14 days) 

* Input events exactly so you do not 
have to handle what to do with 
events that do not start and stop 
cleanly on week breaks 



ii 



INCORPORATING PRESENTATIONS CORRECTLY 



Options for treatment of 
presentatktn quantities* 



Use (or 
basic items 



Use for 
fastilon items 



1. Protect 



2. SelHn 



3. Pha8»- 
down 



4. Spedal 
display 
minimum 



tPO 

ln«kiKistan 



• Do not sell Into * Do not salt into 
presdntation presentation 
(used only 
beginning of life) 




» Sell Into 
presentation 
quantity 



■ Generally not 
used in fashion 



• Reduce • Reduce 
presentations at presentations at 
the end of end of life 
events 

• AddHlve to • Additive to 
nomial nomial 
presentation lor presentatksn, 
some period of initial distribution 
time only 



Right type of 
presentation 
inclusion has 
major 

inventory and 
sales impact 
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RIGHT CALCULATION APPROACH - ORDER EXPEDITE 
REPORT NEW ITEM EXAMPLE 




Dateflr«t«hlpn>ent need* 
to leavd DC to bo to 
longaMrad-tfme stares 



Ouarrttty undervtocked by 



Days BtDcked out 



Start of selllflo In storos 
(tndatB) 



IS 



The system uses in dates, out dates, and other actron trigger dates 
to automatically optimally stock the DCs and stores - identifying 
problems where they occur 



RIGHT CALCULATION APPROACH - STORE-LEVEL 
ADJUSTMENTS FOR EVENTS AND SEASONALITY 



Promotional 
response 



Seasonal 
responses 



Other 

cannibal Ization 
Impacts 



s s 



• Promotional event sales acceleration 
•Cross-item event sales acceleration or 
cannlballzalion 



♦Holiday periods (e.g., Christmas) 
• Back'lo-schoo) 

•Winter/summer stores (e.g., Ftorida, 
Phoenix) 



•Assortment addition or elimination 
•Close by store addition or elimination 
•Close by competitor store addition or 
elimination 
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ITEMS ARE CLONED IF NECESSARY TO GET 
SUFFICIENT ITEM/STORE HISTORY 



M^iiiu^m ' 


H^i^^^ - ~ 

1 




100« - SwS « Kto 

l«Ol.nilKII>iMTW«Itta ^ 




j R«c^ 

1 OK 

Ctomna 
1 List: 
' - CtoM 





Btuetire allows easy cloning 
and automatic updating of 
new products and new 
locations 

• Predecessor items 
♦Totally new items 

• New stores 



SAFETY STOCKS OPTIMIZED TO CYCLE VARIABILITY . . . 



DC safety stock 
reflects variabinty 
reduction across all 
stores supported 



* 



-3-day cyde 



-day cyde 



6-<Jay cycle 



Sales variability for each 
store matched to that 
, store's distribution cycle In 
y determining ecorK>mlcally 
optimal safety stock 
regardless of which 
forecasting math used 



^2CKIay; 
cyde 



li^ws 21 
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. . . AND RIGHT SERVICE LEVEL . . 


a 


{EXAMPLE! 


Cost Of Stock ^V^^^^^T*' 

• Incremental inventory cost ^ T yV 

• Extra sWpping/handjing cost / \ 1 / \ 

• Extra mark£iovwi cost / \ 1 / ^ 

• Extra other costs | 


Benefit of Incremental sale 
• Contribution margin from 
othenvise unf ulHIIed sale 




Optimal in-stock 
equals balance point 




Type product 


E)tampte cost 
Issues 


Example benefit 

Issues Optimal In^oCk 


Seasonal basic 
Item 


* End-of-Ofe markdown exposure 


* Moderate to high 
gross margin 




Basic item 


• Very predictable selling 

• Moderate to kiw extra expedite 
stiipping^andlir^g costs 


• Moderate gross 
margin 


97.8% 


Basic Item 


• Less predictable selling 


• Low gross margin 


98,7% 


Basic item 


• Very predictable saning 


•High gross margin 


99.3% 









... THEREBY DELIVERING SUBSTANTIAL 

INVENTORY TURNS IMPROVEMENT ... — ^ 



Weekly units 
lOD.ttOO • 
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Increase in 
sales, margin, 
and inventory 
turns for basic 
items from 
better 
decisions 



. . . DOWN TO THE STORE LEVEL 



Dally sales and on-hands - example store 

300 I 




RESULT - PROFIT IMPROVEMENT 



I APPAREL EXAMPLE I 



All store weekly sales actual 

vs. "improved" allocation tS^' 



Fullfiileo 
sales tn plan 
cH markdown 




s § s § 



Actual 



Filled 



Full price 24,570 32,672 
Markdown 16,168 8,066 



Total 



40,738 40.738 



• 8,102 ur^ »ld fun price hstasd of at 



• Revenue rcaJizallon improved from 
73% to 86% 

• Gross Margin inproved from $£62,018 
(39%) to $381 .137 (49%) 

• OU msrrihandlse out 1 wesk earlier 
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SUMMARY OF CLIENT IMPROVEMENT SINCE 
BLUEFIRE IMPLEMENTATION 




Elements 



CUENT Results 
After Bluefire 



Basic Items 

• Sales • Negative comps to 6% comps 

• Inventoiy turns • Up 25% 

• Inventory writeK)ffs •Down 20% 



Fashion tteme 
• l«tyear 
♦2«*year 



• Like program revenue up 7% 

• Like program revenue up 10% 



BLUEFIRE SYSTEMS RESULTS 



Our target 



Our approach 



Substantlaify and 
measurably improve 
the prontabinty of 
retailers 



Deliver suporior 
operattonaJ buelness 
science througft software 
artdl professional services 



Typical ResuHs 



Our offerings typically produce results that ... 

• Increase revenue by - 5-7% 

* Improve gross margin by - 2-4% 

* Improve inventory turns by - 25% 

• Lov/er costs and improve predictability of business 



i^nTiiiiiV-i r'\ 
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LOGICAL ELEMENTS AND PATENT APPLICATIONS 



Logical element 



Applications - not limiting 



44^ 



Fashion/basic split 



Item/locatlon/day 
optimization 



Multl-eciielon 
optimization 

Conrect presentation/ 
event integration 



Right calculation 
engines 



09/708,344 docket 1000 (Jeanty» promos calenedar) 
09/755,635 docket 1001 (PQ) 



Throughout 



Throughout, especially 09/905,255 docket 1007 (Hirl) 



09/755,635 docket 1001 (PO); 
09/766.539 docket 1005 (PO+reports) 
09/708,944 docket 1000 (Jeanty, promotions calendr) 
(^/760,377 docket 1003 (Causat+reports) 



09/755.355 docket 1002 (cloned hisbry) 
09/905,174 docket 1006 (cannilMillzation) (no OA) 
09/888.336 docket 1 004 (simulating+OTB) (no OA) 
09/905,255 docket 1007 (Hirl. simulating w/ all) 



2d I 
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